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Rents continue to increase, and are now 
RENTS AND NEW 27.5 percent above their 1921-38 av- 
APARTMENT CONSTRUCTION erage. Certainly the many factors mak- 

ing for increased rents and prices in real 
estate have been increasing. Population, household formations, and incomes, 
have been rising. Still, in comparison with the other items of the consumer 
budget, rents have remained low. Clothing has advanced by 88.8 percent, 
while food expense has increased 104.7 percent. Wages, average weekly earn- 
ings, however, have increased 238 percent. 


Rents have remained at this low level for two reasons, rent control from 
1942 to 1953 and the liberalization of mortgage terms for VA- and FHA-insured 
mortgages. When a downpayment of only $600 is needed to purchase a $15, 000 
house, and when monthly payments on a 25-year mortgage are in the neighbor- 
hood of $97, rents have a ceiling above which it is cheaper to buy a house. If 
construction costs continue to rise, rents must rise to levels making apartment 
construction profitable. As the young married people of the decade of the 
1960’s fill vacancies, and single-family homes can be built at only farther and 
farther distances from the center of the city, the price of land may increase to 
the extent that it will be profitable to build apartments only on close-in sites. 
We think rents will rise and will be paid because of location. 


Although wages have dropped slightly since 
REAL ESTATE ACTIVITY the beginning of the year, the seasonally 

adjusted annual rate of personal income 
has risen to $397. 4 billion from $392.1 billion in December of last year. Thus, 
it appears as though the high interest rates are at least partially to blame for 
the 9 percent decrease in the number of nonfarm real estate transfers for the 
first four months of this year compared with last year. We have just com- 
pleted a survey of mortgage lenders in 175 cities. We found that 6 to 64 per- 
cent is the prevalent interest rate. In historical perspective, however, these 
rates are really not sohigh. Rates over 6 percent were prevalent during the 
boom in real estate activity of the 1920’s, as they were in other booms. 
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Construction activity also continues to 
CONSTRUCTION ACTIVITY decline. The chart opposite shows the 
IS DOWN monthly dollar volume, seasonally ad- 

justed, of total new construction from 
1939 tothe present. The Aprilfigures showed a 2 percent decline from 
March. Although public construction increased about .5 percent, private con- 
struction accounted for a 2.5 percent decrease. Private residential construc- 
tion decreased 4.5 percent. Comments from lenders in our survey from cities 
all over the United States indicated that many residential markets are overbuilt. 


Perhaps the increasing tax bite has something to do with buyer resistance. 
A recent study by the Tax Foundation showed that most U. S. families pay about 
25 percent of their income in taxes to State, local, and Federal governments. 
The tax burden is slightly higher -- 28 percent -- for the 14percent of the fam- 
ilies making less than $2,000. The bite is still larger for the 5 percent of the 
families making more than $15,000 per year. They pay 36 percent and more of 
their income for taxes. 


Counter to all the other trends, mortgage 
MORTGAGE ACTIVITY IS UP activity has been rising during the past 

fourmonths. The average number of 
mortgages recorded per 10,000 families has increased by 4.4 percent, while 
real estate activity has decreased by 5.8 percent. The most plausible expla- 
nation is that there has been a considerable increase of second and third mort- 
gages. 


The average interest rate of recorded mortgages in 11 major cities of the 
United States increased again in April to 6.17 percent. This rate will lag ac- 
tual interest rates on loans being committed now, and will be below the actual 
rate at the time of commitment because of the difference between FHA and VA 
fixed rates and effective rates brought about with discounts. 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 11 MAJOR CITIES OF THE UNITED STATES 
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The outlook for the next few months is 

NO CHANGE IN OUTLOOK certainly not as rosy as some builders 

have been hoping. Applications for FHA 

insurance on new homes in April declined 14 percent on a seasonally adjusted 
(cont. on page 283) 
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(cont. from page 279) 
basis, although applications on existing homes increased 7 percent. FHA has 
put into effect the lower downpayments authorized last year by Congress in or- 
der to stimulate the market. The new minimum levels went into effect April 
29, and apply to houses with an FHA appraised value above $13,500. Below is 
a comparison of the new minimum downpayment schedule with the old one for a 
25-year mortgage on a proposed or existing one-family house: 


Downpayment Downpayment 

FHA Value New Former FHA Value New Former 

$13, 500 $ 450 $ 450 $20, 000 $1, 500 $2, 000 

14, 000 500 500 21, 000 1,800 2, 300 

15, 000 600 650 22, 000 2,100 2,600 

16, 000 700 800 23, 000 2, 400 2, 900 

17, 000 800 1,100 24, 000 2, 700 3, 200 

18 , 000 900 1, 400 25, 000 3, 000 3,500 
19, 000 1, 200 1,700 








Certainly, if this action has any effect at all, it will be in the direction of 
an increased number of home buyers. The crucial point, however, is how 
many new buyers will be brought into the market by this action. If many more 
buyers enter the market, this action will tend to push interest rates higher. 


There is some indication of increased mortgage money available. Insur- 
ance companies, according to the Wall Street Journal report of 33 major com- 
panies, have continued to increase their investment in mortgages this year. 
Their mortgage investments during the first 20 weeks have increased 13 per- 
centover last year. The AFL-ClOrecently revealeda plan to put union pension 
fund reserves into FHA-insured mortgages. It was not said, however, when 
this might happen, nor how much of the reserves might be invested. These 
funds include about $30 billion. 


Mortgage lenders, according to our recent national mortgage survey, see a 
slight easing trend in the next six months in 85 of 175 cities, a tighter market 
in 5 cities, and little or no change in 85 cities. 


Although the level of industrial production has remained the same as March 
at 109 percent of the 1957 average level, according to the index compiled by the 
Federal Reserve Board, anticipations show better things are in store for the 
economy. The 13th annual McGraw-Hill survey of business’ plans for new 
plants and equipment shows that businesses during 1960 plan to increase their 
expenditures on these items 16 percent above the level of 1959 to a new high of 
$37.9 billion. Thirty percent of these expenditures will be for construction of 
buildings. While only 20 percent of the expenditures of manufacturing will be going 
for buildings, practically all of the expenditure in the commercial sector will 
be for buildings. [If these anticipations are carried through to completion, 
some home mortgages may have a hard time finding funds. 























INCREASES IN BUILDING COSTS SINCE 1939 
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BUILDING 


NO BASEMENT 
cubic feet 


square feet 
$2.82 per square foot) 


$9.33 per square foot) 
231.7 


18-FAMILY BRICK APARTMENT 
(FRAME INTERIOR)* 
Content: 168,385 cubic feet 
13, 260 square feet 
Cost 1939: $ 60,300 
(35.8¢ per cubic foot; $ 4.55 per sq. ft.) 
Cost today: $194, 788 
($1.16 per cubic foot; $14.69 per sq 
INCREASE OVER 1939 = 223.0 


ft. ) 


30-UNIT REINFORCED 
CONCRETE APARTMENT* 
Content: 303,534 cubic feet 

21,372 square feet 

Cost 1939: $135,000 

(44. 5¢ per cubic foot; $ 6.33 per sq. ft. ) 
Cost today: $418, 471 

($1.38 per cubic foot; $19.58 per sq. ft.) 
INCREASE OVER 1939 = 210. 0% 


*Costs include full basement. 























